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High U S. gas prices idle new power plants

NEW YORK, April 8 (Reuters) -

The high cost of natural gas and low electricity prices in the
United States are keeping nost of the nation's fleet of new
gas-fired power plants idle because they are sinply too expensive
to operate

"Right now, we are in a period of extrenely high gas prices and
extrenmely depressed power prices. The econonics of gas plants is
very poor," said energy consultant Randy McAdans of Scott, Madden
& Associates in Richnond, Virginia.

Utimtely, MAdans noted, the gas plants, which are nore
efficient and cl eaner than other fossil burning plants, wll
likely run in the sumer when demand for electricity peaks as
honeowners crank up their air conditioners to escape the heat.
Natural gas prices hit all-time record highs this year after a

cold winter drained inventories, and are still hovering above $5
per million British thermal units (mmBtu), well above historic
nor ns.

Whol esal e power prices, neanwhil e, have been pulled down by a gl ut
of new generation and a sl unping economy, which has sl owed the

i ndustrial and conmercial demand for electricity.

More than 300, 000 negawatts of new gas plants are expected to
enter service between 1998 and 2007, enough to power about 300
mllion hones, according to the |atest data from Virginia-based
consul tants Energy Ventures Analysis Inc.

Alnmost all the U.S. plants built since 1998 use natural gas
because that fuel burns far cleaner than coal and is produced in
North Anerica, easing the country's dependence on foreign oil
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When the new gas plants were built, energy experts predicted they
woul d di splace a host of old coal and oil-fired plants, sone in
service for nore than 50 years.

But that scenario assumed a nuch | ower natural gas price

"Wth gas at these levels, it's cheaper to buy power in the market
than to generate it," said energy consultant Harold Burnham of
Energy Advisory Group Inc. in Houston.

In a conpetitive market, generators offer to sell and utilities
bid to buy electricity. A grid operator natches the supply and
demand needs by selecting the | owest-cost plants avail able. The
bid of the npst expensive plant selected to run is used to set the
whol esal e market clearing price.

Al t hough oil and gas units receive much of the energy nmarket's
attention, since they often set the clearing price, they account
for only 20 percent of the power supply, according to data from
the U.S. Energy Information Administration (EIA).

Coal and nucl ear units, neanwhile, generate the bulk of the
nation's electricity -- about 70 percent -- while hydropower and
ot her renewabl es generate the remaining 10 percent, EIA said.

Over nuch of the past year, energy conpanies with plants capable
of burning both gas and oil in New York City, the nation's biggest
popul ati on center, have opted for oil because the fuel is al nost
$2 per mBtu cheaper than gas.



At today's prices, natural gas costs about $5.50 per mBtu, while
oil costs near $3.75 per nmBtu. Coal, neanwhile, costs just a
little over $1 per mBtu, making it by far the cheapest of the
fossil fuels.

Power generators' nove away fromgas is already starting to show
up in national energy statistics.

The EIA on Tuesday sliced its forecast of annual growth in gas
demand this year to 2.7 percent, down from 3.7 percent just a
nmont h ago, pinning nost of the revision on a big drop in denmand
from power plants.

Until recently, WIlliams Cos. Inc. of Tulsa, Oklahonma, said it
kept a couple of new gas plants in New Jersey and Pennsyl vani a
idle for nmonths, partly because the conpany could buy power nore
cheaply to satisfy custoner denand.

In New Engl and, PPL Corp. of Allentown, Pennsylvania, |ast week
asked federal regulators if it could deactivate four of five units
at the recently conpleted Wallingford gas plant in Connecticut or
be paid nmore to keep the units operating.

PPL said it cannot continue to run the four Wallingford units when
prices it expects to receive for the electricity will not even
cover the cost of keeping the facility in operation

"If grid operators decide we need these gas plants for reliability
pur poses, then (the operators) need to think about paying nore to
keep the plants avail abl e especially when the plants don't run,"
suggest ed Energy Advisory Group's Burnham

"All nmerchant (energy conpanies) have to at |east consider
shutting their new gas plants or seek above-market rates. The only
pl ants not in danger of being shut are those with power purchase
contracts in place," Burnham said, noting PPL did not want to shut
the fifth unit at Wallingford because the conpany already sells
the power fromthat plant under a contract.
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